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1973 in Brief 


(in thousands of dollars) 


Financial 1973 1972 
Operating Wevenuewyaners ces sretactacm ce nc ie een cree eae ne $72,841 $57,520 
OperatingmexpenseSéac vert ccter terete ierstotcyers «sees ene snemera 63,316 49,361 
ODEratingcinCOMeartrcrdket dre ctecterertcissce- co vesneeistesomencieteneee Ener eers fare 5,558 4,803 
ACMA OF TUE WEES IMN@CING EGS ooooncccoocnmnonnoo0ns 2,295 1,916 
NeteanningSsforatitesy Caleercrecmestereierarenent slice nicye sas s76 euaraistta cue one 1,992 2,120 
Caen) MOM VOIR) CVEIRUIOINE: oo co wccconcoaddomeonronoonumeon DD 8,221 6,903 
Weighted average number of common shares issued ........... 2,317,721 2,116,845 
Earnings per common share before dilution ................... ‘Sie 5 $ 88 
Fully diluted earnings per common Snare wees iciene cielene eet Simei. SS TAS 
Operations 
Passengers carried 
Maiintinietese pee crea mire saatocstene tata el se renctse rel ctnaner se erslaneieme cos 1,625,212 1,194,859 
Intefnationalachartermneriitns coe reac stele cars oe cattneeere 48,227 40,318 
Domestic=chartensomancctic cca csomnotens etree siaicnerancuclanchobana sia 38,988 26,805 
Passenger miles flown 
Mainline. = a toteet siete cate otro eetnnte araate ele Sterne leks ciepe iaeeerare 400,417,151 305,085,608 
internationalicharte tates ee enters cern eee, maces 172,389,686 160,585,886 
Domesticichartenteytacne crac eai teem eaenctemitre eeecie eee mere 48,173,733 26,331,625 
Cargo ton miles flown 
Mainline gts .n.ccreccs ctecocconsra ner eters metas aia ehansietioracs axel ateret sane fae. 11,983,362 9,778,999 
Domestic charter (excluding Hercules) ..................05. 3,298,775 3,435,771 
International charter (excluding Hercules) .................+. 21,620,123 5,572,136 
HEICuleS Seater rience ont noe ca eee Meek ence Loe 19,409,418 23,013,464 
Aircraft miles flown 
Mainline? ae uncer daciee eccsretace onsecetr nemruerere eats eMateireae a eceare ot 9,272,232 7,858,199 
Internationaliicharterciy. csr iecshetonenec erie meena ote eeei arena orc: 2,514,195 1,813,611 
Domesticnchantem (exclUdinguercules)maenwemieieieiecire iste 1,098,181 997,923 
ats) RS10] (sto cae ee emecocee ht rekclcaret tore fick nba tythas cunitaaged A eckccundory Sone eas 2,041,602 2,520,970 


Report of the 
Chairman 


and President 


We are pleased to submit the 
report of your company’s activities 
for the twelve-month period 
ending December 31, 1973. 

The year 1973 was a difficult one. 
In spite of the best forecasting 
programs available, traffic on the 
scheduled mainline services 
increased by nearly double the 
measure forecasted. This pre- 
sented a serious problem in the 
area of skilled staff, facilities and a 
shortage of aircraft and related 
equipment. The demand was for 
the most part met but the attendant 
increases in expenses associated 
with these conditions did not 
permit the achievement of the 
desired profit levels. We are 
pleased to be able to advise, 
however, that near the end of the 
year, accelerated training pro- 
grams and additional aircraft and 
facilities adequately equipped 
your company to meet the traffic 
demands. Consolidated revenues 
reached $72,841,000 compared 
with $57,520,000 the previous 
year. During the year, long-term 
debt increased by $7,000,000 and 
together with cash generated from 
operations of $8,220,992 enabled 


the company to materially add to 
property and equipment. 


Dividends of $945,499 were 
declared and paid in the year 1973 
on preferred and common shares 
of your company. 


While total revenues exceeded 
forecast, some operations were 
adversely affected by conditions 
beyond the company’s control. 
Ecological pressures, together with 
economic uncertainties affecting 
Arctic petroleum exploration, 
seriously curtailed Arctic resupply 
flights. The Hercules operations 
fell short of forecast in the last 
portion of the year due in large 
measure to unprecedented rains 
and warm weather in the Arctic 
impeding the development and 
use of the necessary winter air 
Strips. 


The International Passenger 
Charters were 5% below forecast 
caused mainly by the late publica- 


tion of Federal rules on the new 
A.B.C. (Advance Booking Charters) 
which were not received until 
February 15 when they should 
have been in effect by September 
of the previous year to allow 
orderly marketing. 


Pacific Western Trucking expe- 
rienced a serious shortfall in 
revenues from a forecast of 
$5,310,000 to achieved revenues 
of $4,273,000. This was occa- 
sioned by several factors. Water 
shipping on the Mackenzie was 
down approximately 20% which 
affects all trucking. The impetus 
given the entire area by much 
study and talk of a pipeline and 
possibly a highway to Inuvik 
encouraged many independent 
truckers to acquire equipment. 
Without regulatory controls on 
licencing or tariffs and the pre- 
mature acquisition of equipment, 
the “‘independents”’ became 
formidable competition on price. 
The above revenues produced a 
loss of ($325,877) or 14¢ per 
common share of Pacific Western. 


The inflationary cost spiral has 
been very disturbing due to the 
difficulty controlling many areas. 
As an example, the escalation in 
fuel prices caused by the world 
wide energy crisis resulted in 
increases ranging between 20% 


and 53% and in the last quarter 
this escalation cost an additional 
$813,000. Some offsets have been 
made in controllable cost areas _ 
and tariff prices increased where ikpols 
possible. Effective December 1, oe 
1973 we were able to get 
Canadian Transport Commission 
approval for 62 % increase on 
about 65% of the system, but the 
one month did not yield much = a 
opportunity in 1973 to offset the : aS f ee ge 


— | fl 
spiral which intensified in the last i ——— X pace ve 


half of the year. An additional 
increase of 7 V2 % (net) on the 
35% balance of the system has 
been filed to be effective March 1, 
1974. 


The distribution of shares con- 
tinued to reflect the very high 
Canadian content of your com- 


pany’s ownership. It is our expectation that the dedi- 
cated and enthusiastic employees 

SHAREHOLDERS of the company are totally 

As of December 31, 1973 equipped to meet the challenges 


of 1974 and will contribute 
materially to the achievement of 
the desired results. 


Respectfully submitted, 


Ce 


B. C. SAMIS, Chairman of the Board 


mw ..... 


D. N. WATSON, President 


GENERAL COMMENT 


1973 was a year of expansion 
reflected not only in the growth of 
revenues, but also in the addition 
of three aircraft including the 
replacement 707-320C, and also 
the addition of major new office 
and hangar facilities. The resulting 
increase in workload required a 
further growth in the airline staff 
which stood at 1907 at year end, 
an increase of 210 over the same 
date in 1972. 


A seventh Boeing 737-200 was 
added in December 1973 and, 
after use as a substitute on sched- 
uled services to allow mainten- 
ance checks on other aircraft, will 
be integrated into the fleet when 
the 1974 summer schedule is 
introduced in April. 


This autumn your company had 
the opportunity to obtain a Her- 
cules heavy freighter aircraft from 
Delta Airlines which was added to 
the Pacific Western Hercules fleet 
in October. This additional aircraft 
should allow the bulk of the Arctic 
lift to be provided from the com- 
pany’s own resources and thus 
eliminate, or substantially reduce, 


the past requirement to lease 
Hercules aircraft each winter and 
spring to augment our fleet. 


Firm orders were placed in 1973 
for additional aircraft for our 
scheduled services with future 
delivery dates. These were for a 
second 727-100C in convertible 
passenger/cargo configuration 
which will go into service in April 
1974. This acquisition will double 
the tri-jet capacity in the fleet and 
will more than replace the leased 
L-188 Electra which was returned 
to its owners in June 1973. A 
Boeing 737-200 (number 8) is on 


order for August 1974 delivery and 


two Boeing 737-200’s (numbers 9 
and 10) for delivery in March and 
April 1975. These aircraft are 
required to provide the necessary 
uplift capacity on scheduled 
services if we are to handle 
properly traffic as forecast in our 
1973 revision to our five year fleet 
plan. 


The last piston engined aircraft 
(the 2 Grumman Mallard Amphib- 
ians) in the company’s fleet were 
sold in December 1973 to West 
Coast Air Services, who are oper- 


ating the Coastal amphibious 
services under contract from 
Pacific Western Airlines. 


The company fleet currently con- 
sists of 5 Convair 640’s, 2 Lock- 
heed L-188 Electra’s and 4 L-100 
Hercules, all jet-prop powered. 

7 Boeing 737 twin fan jets, 1 
Boeing 727 tri-jet, 1 Boeing 707 
passenger jet and 1 Boeing 707 


CURRENT FLEET 


Boeing 
737 


L100 


Hercules Convair 


640 


Lockheed 


or Electra 


Sore Boeing 
707 


On Order 


cargo jet. In addition the 1 Boeing 
727 tri-jet and 3 Boeing 737 fan 
jets are on order for future as 
mentioned. 


OPERATIONS 


While mainline revenues exceeded 
forecast by more than two million 
dollars and international cargo 
operations were ahead by more 
than 8%, International Passenger 
Charter operations were $270,000 
below forecast. This shortfall can 
be attributed mainly to the new 
Federal rules on A.B.C. (Advance 
Booking Charters) which were not 
promulgated until February 15, 
1973 when we should have been 
in the market by September of the 
previous year to obtain maximum 
sales. Northern Canada resupply 
charters and domestic Hercules 
operations were down due to 
factors beyond your company’s 
control. These aircraft are em- 
ployed by the Arctic oil exploration 
companies to a major extent. 
Reduction in Arctic oil exploration 
has a corresponding effect on 

this activity. 


During the year a major change in 
operations was introduced with 
the computerization of all reser- 
vations controls. Early in January 
arrangements were completed to 
contract from Air Canada the use 
of sufficient of the Reservac II 
computer facility to provide this 
service throughout the Pacific 
Western system. This new service 


La 


was named “‘Alfie’”’ (Airline Flight 
Information Electronics). In Feb- 
ruary a full training program was 
commenced and by April the first 
on line test of the system was 
completed and all outside stations 
became fully reliant on Alfie. On 
May 4 the cut over to computer 
operations took place with the new 
central reservations office located 
in the Board of Trade Tower in 
downtown Vancouver. Reserva- 
tions functions at Kelowna, 
Kamloops, Penticton and Calgary 
were consolidated in Vancouver 
at this time. At the end of 
September the Edmonton reser- 
vations operation was moved to 
Vancouver, thus centralizing all 
reservations services. It is interest- 
ing to note that over 2.2 million 
telephone calls were processed 
by this facility in 1973. 


Complete re-organization of 
Pacific Western Trucking was 
accomplished during the year. 
Changes in operational, account- 
ing and management procedures 
have placed this segment of the 
organization in a position where it 
can react quickly and profitably 
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to increased demand for trucking 
service in the North. The future 
development of the Athabasca tar 
sands should have an even more 
important and favorable impact on 
this part of the operation than on 
the airline. 


ROUTES 


Service to High Level, Alberta, 
was licensed by the Air Transport 
Committee and commenced in 
June. The traffic to this point to 
date has been very encouraging 
and should continue to improve. 
The airport at Rainbow Lake is 
unsatisfactory and can accommo- 
date larger aircraft only during the 
winter months. The Ministry of 
Transport has recently amended 
the airport licence, reducing the 
runway length to 3500 feet. This 
will bar any aircraft of the types 
operated by Pacific Western and 
as aresult an application has 


been made to suspend service to 
that point when breakup renders 
the airport unserviceable. 


Our application for a one-stop 
service from Vancouver to Edmon- 
ton via Kelowna was denied 
during the year by the Air Trans- 
port Committee. This decision has 
been appealed to the Minister and 
we are now awaiting the outcome 
of our appeal. 


The Canada / United States 
bilateral agreements have been 
concluded, however the designa- 
tion of the Canadian carriers to 
the new routes by the Canadian 
government has not yet been 
made public. 


For many years service to Dawson 
Creek, B.C. has been provided 
with Convair turbo prop equip- 
ment. We have applied to upgrade 
this to Boeing 737 jet service and 
if government approval is obtained 
will make the change on April 29, 
1974. 


NEW FACILITIES ACQUISITION 


Acquisition and renovations of the 
former CP Air complex located 
immediately adjacent to the com- 
pany facilities in Vancouver were 
completed during the year. The 
open landscape concept of office 
arrangement was used wherever 
possible, providing the greatest 
possible flexibility in layout and 
allowing for future changes at 
minimum cost. Building No. 1 now 
houses the company executive 
offices, overhaul hangar, stores 
and training facility including the 


Boeing 707 flight simulator 
acquired during the year. Building 
No. 2 is the line maintenance 
hangar and also provides space 
for shops and additional parts 
storage. The accounting, person- 
nel, payroll and contract sales 
offices, together with all operations 
offices, were transferred to the 
newly acquired complex. The 
flight kitchen and cafeteria were 
also moved to the new premises. 


In May the Edmonton offices were 
moved into new facilities in the 
Edmonton Inn Tower. This office is 
also landscaped and provides 

a much better work environment 
than was the case in the old 
airport terminal building. 


The increase in the number of air- 
craft operating through Edmonton, 
and based in that city, has over- 
taxed our present maintenance 
facilities. Your company has 
entered into an agreement with 


the City of Edmonton under which 
the City is constructing a new 
hangar which will be leased by 
Pacific Western. This new facility 
is now under construction with 
completion scheduled for August 
1974. 


The Explorer Hotel in Yellowknife, 
N.W.T., anew one hundred and 
fifty room hotel now being built on 
land owned by your company, is 
planned to open in the spring of 
1974 and will provide much 
needed space that should stimu- 
late more travel, particularly 
during the tourist season. There 
will be a Pacific Western ticket 
office in the lobby of the hotel. 


TRAINING 


Training of new personnel and 
recurrent training of regular staff 
continued at a steady pace 
throughout the year. The addition 
of the Boeing 707 flight simulator, 
together with more extensive use 
of a Boeing 737 simulator, has 
reduced aircraft time needed for 
flight training resulting in substan- 
tial cost savings to your company 
while maintaining the high level 
of competency required in this 
very sophisticated industry. 


During the year 214 training 
courses were conducted involving 
1,224 employees. The new class- 
rooms provided in our remodeled 
building resulted in a much 
improved training environment. 


Training was also provided at our 
facilities during the year for per- 
sonnel from Transair — Winnipeg, 
Great Lakes Airlines — Sarnia, 
International Jet Air — Calgary and 
Trans Provincial Airways — Ter- 
race, allowing greater utilization of 
training staff and providing an 
additional source of income. 


PERSONNEL 


Relations between the company 
and the various Union groups 
representing the employees con- 
tinue to be good. The Federal 
Department of Labour in a recent 
issue of its newsbulletin singled 
out Pacific Western and its 
employees as an example of the 
kind of harmonious co-operative 
relationship that should be the 
goal of all labour and manage- 
ment groups. 


The improved work environment 
due to the new facilities at both 
Vancouver and Edmonton, 
together with such innovations as 
the introduction of ‘gliding time’ 
for office staff and a four day work 
week for maintenance employees, 
has improved morale and lessened 
absenteeism and staff turnover. 


There is no doubt that once again 
the high level of morale, enthu- 
siasm and co-operation of all 
employees made significant con- 
tributions to your company’s 
progress during the year. 


FUTURE OUTLOOK 


Mainline traffic continues to meet 
or exceed projections. The con- 
tinuing growth in traffic requires 
the equipment commitments 
made, to enable the provision of 
satisfactory service to all com- 
munities enroute. Charter and 
contract results, so vulnerable to 
local weather vagaries and to 
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government and industry deci- 
sions in resource areas, continue 
to be difficult to predict. The 
heightened activity in the tar sands 
developments and the likelihood 
of firm decisions on Arctic activity, 
particularly the gas pipeline, 
augur well for increased activity 

in these areas. 


During the year the number of 
countries into which Pacific 
Western operated rose to more 
than seventy. Although the Inter- 


national A.B.C. charter activity has 


been slowed by a combination of 
factors, including inflation and 
other conditions in Europe, the 
inclusive tour market to sun spots 
in Mexico and Hawaii continues 
at a high level. 


The energy crisis has caused 
concern both from a fuel supply 
and fuel price point of view. We 
have to date been able to obtain 
the necessary fuel supplies, but 
the world shortages together with 
escalating prices require a high 
proportion of management time. 
These higher fuel prices, together 
with the increasing cost of all 
goods and services purchased 
and higher wages and salaries, 
have forced increases in our fare 
Structure. The first of these took 
place on December 1, 1973 and 
further increases will be inevitable 
next year. Technological advances 
in the air transportation industry 
are no longer able to offset the 
effect of the inflation spiral. 
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No adverse effect on our traffic 
has been experienced since the 
December fare increases. We are 
confident that the continuing 
demand for the resources of the 
areas in which we operate will 
enable your company to continue 
to grow profitably during the 
forthcoming years. 


Respectfully submitted, 


oe 


W. R. HARRIS 


Dollar Distribution 1973 


Progress Graphs 


Revenue Percentage 
Trucking operations 5.9 
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Mainline 64.7 
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Expenses Percentage 


Net earnings 2.7 

Provision for future years’ income taxes 3.2 
Depreciation and amortization 5.5 — 

Interest 2.9 — 


Landing fees 

and ground handling 5.17 
Maintenance material 

services purchased 9.5 


Trucking operation expenses 5.8 Aircraft rentals 8.2 
Other operating expenses 11.0 © re FUG! Anel oll JA 
Insure 2.0) ~~~ Salaries and wages 31.5 
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PACIFIC WESTER? Ain.ines LTD. and Subsidiary Companies 


Consolidated Balance Sheet 


December 31, 1973 (with comparative figures for 1972) 


ASSETS 
1973 1972 
Current assets: 
Cashiand short-term bank depOSitS msm eee eee nee eee $ 3,204,407 3,619,044 
Accotints: receivable Scare ae eee 10,357,658 8,242,551 
Inventory of parts, material and supplies at the lower of 
cost or netirealizable;valuess 5 ae ee eee 1,890,208 1,450,399 
Prepaid @xpense@S: ace mate .ciaytsciags ten ee eee cee 746,413 951,990 
Total currentvassetsaae po. et ee eee 16,198,686 14,263,984 
Rental-deposits on leased! flight, Equipments sane nner ener 2,115,591 1,959)255 
Property and equipment, at cost less depreciation: 
FLIGht GQuIDMeNE 2.25. see ae eee ee ee ee 45,614,658 34,869,876 
Lands buildings and:ground, TaciliticSiememy sree arate te re eee 10,578,927 Tpke shes) 
56,193,585 42,009,231 
Less accumulated depreciation and provision for overhauls ......... 13,290,058 10,104,732 
Fropenrty-and equipment. netiae = nme ner net in aren 42,903,527 31,904,499 
Deferred: charges. less; amortization saree teen eee 1,162,404 TO 7a 100 
Investments sat.cost;-and, other assetsan a: een 123,681 110,281 
Goodwill, ati Cost yc.) ot tac ee Ae eee ee ee 2,190,067 2,130,074 
$64,693,956 51;565,263 


See accompanying notes to consolidated financial statements. 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


1973 1972 
Current liabilities: 
Bank indebtedness. secured by a general assignment of a subsidiary 
(SOT SEU Sy GIONS AMOS o 3G, as Goa on hoo oe Ace Oe $ 400,000 280,000 
ACCOUNTSsDaVablesandsaCcrued exDeASeS a warm yaa c a eaten ene 9,044,772 7,495,078 
ECMUCOMVAGES ahiCEeVvaCaliOls Day ase ween ca cetera ere eran ne 1,349,197 atten cmd 
DIVICenICHE Da VAD le = weet amt. conan nacre 5M uye ent WN cso cM Meee vay. 348,437 288,334 
Gurrentporiononiong-term debt (Note 2) ese. ee ee ee re 4,161,881 3,201,053 
JRE Wilnaro? aide valsy ofoyareht(ala) (eewfelalWlem oy Gnu Pols ome og ono au ae oo ose oo 4-0 433,690 Sdid.o12 
ROLAIROUIFFEN TRADING S arma ot ameere tea ate. sece ere ee epey Ar te eee ae 15,737,977 12,927,594 
Pong lennimaeDtuINOteSs2 -alid 13) s.r ereceamsm eee emcee a eicere tea ieee ire 27,201,100 20,224,612 
Income tax provisions in respect of future years (Note 1(g)) .......... 6,366,719 4,071,483 
Shareholders’ equity: 
Gapitalastocks(NOter4) ere een Sr eye ge casei r kone rte ie 8,589,861 8,589,861 
Retained earnings, per accompanying statement (Note 5) ........... 6,798,299 Sails 
otal sharenoldersmequity Meer g. tenes cas er ey eter eee 15,388,160 14,341,574 
Commitments and contingencies (Notes 8 and 9). 
$64,693,956 SOO Oe Os 


On behalf of the Board: 


C. W. BRAZIER, Q.C., Director 
D. N. WATSON, Director 
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PACIFIC WESTER) ainvines Lt. and Subsidiary Companies 


Consolidated Statement of Earnings 


Year ended December 31, 1973 (with comparative figures for 1972) 


Operating revenues: 
Mainline: 
Passenger 


$40,467,713 
4,751,481 
1,422,992 
502,151 


30,234,755 
4,070,789 
1,234,007 

710,203 


Charter 
Trucking 


47,144,337 


21,424,026 
4,272,955 


36,255,804 


16,973,665 
4,290,558 


Total operating revenues 


Operating expenses: 
Flying operations 
Maintenance 


Trucking operations 
Marketing 
General and administrative 


72,841,318 


27,544,333 
11,632,478 
12,971,112 
4,231,955 
2,708,172 
4,228,236 


Dino20 02h 


20,734,710 
eee els) 
9,765,997 
4,020,177 
2,057,019 
3,563,623 


Total operating expenses 


63,316,286 


49,360,721 


Operating income before depreciation and amortization 


Depreciation 
Amortization of introductory costs 


9,525,032 


3,422,844 
544,407 


8,159,306 


2,734,250 
621,708 


3,967,251 


3,355,958 


Operating income 
Other income 


5,557,781 
841,026 


(2,111,486) 


4,803,348 
790,429 
(1,558,144) 


Earnings before income taxes 
Provision for future years income taxes (Note 1(g)) 


4,287,321 
2,295,236 


4,035,633 
1,915,956 


Net earnings 


$ 1,992,085 


2S Oven 


Earnings per common share (Note 6) 


5 


.88 


Fully diluted earnings per common share (Note 6) . 


72 
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See accompanying notes to consolidated financial statements. 


PACIFIC WESTERNS arcines LtD. and Subsidiary Companies 


Consolidated Statement of Retained Earnings 


Year ended December 31, 1973 (with comparative figures for 1972) 


1973 1972 
BalancerabDedinning OL Veale mamta aa ect ty eee en eee OP SHALE A IK 4,484,792 
NGtCAT TINGS sen tetan see te kts, tte a htm mcrae Sons nen eer ree rene et es 1,992,085 2A Ou, 
7,743,798 6,604,469 
Dividends: 
RICTC ITC CS nner seer. anc hn ith Alle 2h tinea Dole Fete nts rat at are en gh 249,618 263,285 
COMMIT OMT ieee gence a eeretso tear wean e hue, tore nay Rl cle Aes eaten, 695,881 571,933 
945,499 835,218 
Cost of issuing and sub-dividing common shares, 
METLONIN COME: TAX CS sierrey torik panchiny teol eOPU Ey De sete lay etm net ict g Ad ety ol bat — iv,o38 
945,499 852,756 
Dalancezat end. Oll veal riche, saat ks ana ee ue at eee ae iN ser eee rm as $ 6,798,299 Sh Aan ihe: 
Consolidated Statement of Source and Application of Funds 
Year ended December 31, 1973 (with comparative figures for 1972) 
1973 1972 
Funds provided by: 
Operations: 
NGWEALMIN OSes rae comers idee eee eee ee te pir, rs MY «Se RM 7 $ 1,992,085 2 A119 677 
Add charges not requiring cash expenditure .................... 6,228,907 4,783,288 
BURnASEOrOVICeCCEOYLODErall Ol Siren meme een herr ee enna ieee 8,220,992 6,902,965 
EOmG= tern Ge Di genageer ens cnr rant Sena ats he teem eater ep aire Ea ee et Oa 14,121,200 12,002,681 
Disposal ORCOUIOMON Eee trees hase tes ak omeeeaer ek re ae 631,584 895,471 
Issue of common shares (not including $119,770 (1972 — $2,689,345) 
Lesulting trom CONVersions andrexcCnanGes) ee cris eta. aeons — 503,250 
CUS a ee ene Relea Wen ney NG. he tory eR, Anat Cane LUN Mee hanya ace ae — 1S a2 
otal ttindss provided Messe aeeree rac cenkemirs: gence eee terre eet ee 22,973,776 20,419,509 
Funds applied to: 
PrODElV rand seQuipinent weer sees cr cere eteiemes 70m nen cant ee neanBe ie Rees. 15,029,317 12,626,626 
RORC=tCEM_GCD beat itame eit acres ae eerie) ae ae ene wer ercer oases 7,144,711 5,975,442 
DIVIG OIC Sara eenntop uct ae. Ome canes eye le C nay et Ain ae Brent aR mod Saath ay. 945,499 835,218 
Introductory costs of new aircraft and services and 
Cebit linalcinGrexDEGNSes annmaeearcwntian for secckcrer ees clk tek cree 2 625,537 651,379 
OIG rien, emer art ieee ero en ee ge cen mee rare 104,393 — 
otal funds-ap plied maven tan creme tener tetra ans 23,849,457 20,088,665 
increases (decrease)rin Working: Capital vars tee ete riers sneha cea gis ie (875,681) 330,844 
Working capitalval DeEQiInnInGiol VCal mentee cyeek. artic ce iene acura ies tome 1,336,390 1,005,546 
Working eapitaleat‘ond Ol, Vale .tetar: sc. ote tee eaatn se ast cie rues eee soko pias $ 460,709 1,336,390 


See accompanying notes to consolidated financial statements. 


PACIFIC WESTER! Airnvines LTD. and Subsidiary Companies 


Notes to Consolidated Financial Statements 
December 31, 1973 
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ACCOUNTING POLICIES: 


(a) Principles of consolidation: 

The consolidated financial statements include the accounts of the company and all of its subsidiaries which are: Pacific 
Western Airlines (Alberta) Ltd., Aero Engineering Limited, Byers Transport Limited, B.C. Air Lines Limited, and P.W. Trucking 
Ltd. All material inter-company transactions have been eliminated. 


(b) Conversion of foreign currencies: 


Current assets and current liabilities in U.S. funds have been converted into Canadian dollars at the rate of exchange in 
effect at the balance sheet date. 


(c) Depreciation: 


Depreciation is provided on a straight-line basis except for capitalized aircraft spare parts where a diminishing balance 
basis is used, to reduce original cost of assets to estimated residual value over their service lives which are subject to 
periodic review. 


(d) Repairs and maintenance: 


Provision is made for major flight equipment overhauls based on hours of use, except Boeing 737 and Electra aircraft 
where no provision is made because the planned life cycle does not entail a periodic major overhaul, but instead, requires 
periodic shop visits and repair. Costs of overhaul are charged firstly to these provisions and the balance, if any, charged 
to earnings except for the pro-rata portion of the costs applicable to pre-acquisition hours which are capitalized. Repairs, 
renewals and replacements of routine nature are charged to earnings while those expenditures which improve or extend 
the useful life of assets are capitalized. 


(e) Deferred charges: 


Initial flight crew training expenses on the introduction of new types of aircraft and pre-operating costs of new routes 
and services are deferred and amortized to earnings on a Straight-line basis over five years. The amount of unamortized 
expenses of this nature at December 31, 1973 was $1,134,389. 


Costs of obtaining long-term debt financing are deferred and amortized over the term of the financing. 


(f) Goodwill: 


Management is of the opinion that none of the recorded goodwill, which arose in prior years on acquisition of sub- 
sidiaries and routes, has diminished in value and will be written-off only if it ceases to be of value. During the year a 
subsidiary was assessed additional income taxes of $59,993 pertaining to the years prior to acquisition, accordingly the 
goodwill arising on the acquisition of this subsidiary has been increased by this amount. 


(g) Income taxes: 


The company has claimed for tax purposes certain deferred charges and capital cost allowance in excess of deprecia- 
tion recorded in the accounts. Effective January 1, 1968, in accordance with a recommendation of the Canadian Institute 
of Chartered Accountants, the company decided to adopt for 1968 and future years the policy of charging to earnings a 
provision for future years income taxes which may arise from these timing differences. The balance at December 31, 1973 
of unrecorded future years taxes relating to these differences is $1,800,000. 


Future income tax benefits of approximately $130,000 which may accrue to two subsidiaries, Byers Transport Limited 
and P.W. Trucking Ltd., have not been recorded in the consolidated accounts. At December 31, 1973, the income tax value 
of the depreciable assets of these subsidiaries exceeded the value recorded in the accounts by approximately $124,000 
and there were approximately $135,000 of income_tax losses in these subsidiaries which are available for reduction of 
income taxes in the future. Of the losses referred to above, $6,000 expire in 1977 and the balance in 1978. 


2. LONG-TERM DEBT: 
Due within Non- 
Total one year current 
Parent company: 
10% % - 11% % (prime plus 1%% to 2%%%) bank term loans payable 
by monthly, quarterly, semi-annual and annual instalments up to 
December, 1980, secured by chattel mortgages on various aircraft and 
by a general assignment of accounts receivable ................... SS foley, (AS 2,862,320 TAS: 423 
10% (prime plus Y2%) revolving term bank loan maturing 1975 ...... 3,000,000 — 3,000,000 
6% term loans payable to Export-Import Bank of United States by 
semi-annual instalments commencing November 15, 1977 on loans of 
$4,424,369 and by semi-annual instalments commencing July 15, 1979 
on loans of $2,390,887. Guaranteed by certain Canadian Banks who 
hold chattel mortgages on various aircraft (U.S. — $6,840,578) ....... 6,815,256 —_— 6,815,256 


Lease-purchase obligations on various flight equipment payable by 
monthly and quarterly instalments including interest, at various dates 


UDRLORA D Filisp| OS 2 ae npeeese tes une tite. Sam nai Ve nes acy. ae tere ees oy ee RE 1,252,896 439,405 813,491 
Non-interest bearing agreements for sale payable $250,000 annually to 
Maal OO Serene 2, (anahe ne cere te @itct ene wee Meri ee ene ieee coarse ear ee 750,000 250,000 500,000 
7% notes payable, secured by debenture on assets of B.C. Air Lines 
Limited, payable $250,000 annually to August, 1975 ................ 500,000 250,000 250,000 
Other agreements, payable at various dates ....................... 155,748 53,565 102,183 


BOS FS Reon sat dee eset meer ne eo eN Rome eae 30,049,643 3,855,290 26,194,353 


Subsidiary company, secured by specific and floating charges 
on property and equipment of the subsidiary: 


Total parent company 


7% debenture payable April, 1974 .............. era Bees 90,000 90,000 — 

S¥eUq callers plates osu le kere: witha ste AACR eee eons Mines AC Lamas mek nents Whag ore Sat. 900,000 100,000 800,000 

Other mortgages, notes and agreements, payable at various dates and 

[SSEUTIAYS) HAWES El VEINOUS (EWES 2. cos ancy cuadueseaveatuocdauoove 323,338 116,591 206,747 
[CWE] SUIOSGIEINY COMMON . 0.200 20ccanauncannanace eee See 1,313,308 306,591 1,006,747 


$31,362,981 4,161,881 27,201,100 


The company has issued under a Deed of Trust and Mortgage a debenture in the principal amount of $5,000,000 and 
pledged the same as general security for its loans from the Canadian Imperial Bank of Commerce. This Trust Deed consti- 
tutes a specific charge on the Convair 640 aircraft and spare parts and a floating charge on all of the company’s assets and 
undertaking. The Mercantile Bank of Canada also holds, as additional security for its loans, debentures providing a floating 
charge on all assets of the company, subject to the prior charge of the Canadian Imperial Bank of Commerce referred to 
above. 


3. DEBT MATURITY: 


Maturities of long-term debt for the next five years are as follows: 


1 OC Ann Pee aces Pe ee cyan Aer wasti ee eey ee ae enn Ae Seen rs NE oe: $ 4,161,881 
ARON on ce N ey eee eet ate cree ef ee RR CU Cree, ioe oF 7,126,938* 
MSNA SR yas ek MIRE eye oie cine Neeson Re CoRR NOR ee et 4,059,750 
WOT Te ate Ree meee tep  er tie e Nenee Netratey. oh Oo bree 3,351,831 
ARS WASH aneon Am ree Pres ond mee cache tae Sun RORY Caen tonne cite oer 4,317,068 
$23,017,468 


* Includes $3,000,000 revolving term bank loan. 
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PACIFIC LWESTERY/) AIRLINES LTD. and Subsidiary Companies 


Notes to Consolidated Financial Statements, continued 
December 31, 1973 


CAPITAL STOCK: 


$2.20 redeemable preferred shares Series A without nominal or par value. Authorized 120,000 shares; 
outstanding 111,860 shares $ 3,299,870 


Common shares without nominal or par value. Authorized 5,000,000 shares; issued 2,322,916 shares .. 5,289,991 


$ 8,589,861 


The $2.20 redeemable preferred shares Series A are redeemable on or after December 1, 1976 at the option of the 
company at $31.70 per share up to and including November 30, 1977, reducing by $.44 in each year thereafter to $29.50. 


Each of the $2.20 redeemable preferred shares Series A is exchangeable at the option of the holders at any time on 
or prior to December 1, 1978 for four common shares. During the year the holders of 4,060 of these shares with an 
aggregate value of $119,770 exchanged their shares for 16,240 common shares. 


447,440 common shares are reserved for exchange of the 111,860 $2.20 redeemable preferred shares Series A. 


DIVIDENDS: 


The Articles of Association of the company pertaining to the $2.20 redeemable preferred shares Series A contain, 
among other provisions, a restriction on the payment of dividends on common shares. Under this restriction, retained 
earnings of $6,512,000 as of December 31, 1973 are available for the payment of dividends. 


EARNINGS PER COMMON SHARE: 


The per share figures have been computed by dividing the net earnings after accrual of preferred share dividends by 
the weighted average number (2,317,721; 1972, 2,116,845) of common shares outstanding during each year. 


In calculating fully diluted earnings per share, the weighted average number of common shares outstanding has been 
calculated assuming all preferred shares outstanding at December 31, 1973 had been exchanged for common shares on 
January 1, 1973. Net earnings used in this calculation reflect the reduction of preferred share dividends resulting from this 
assumption. 


REMUNERATION OF DIRECTORS AND SENIOR OFFICERS: 


The aggregate remuneration of directors, senior officers and certain operating personnel of the company, as defined by 
the B.C. Securities Act, amounted to $441,239 for the year 1973, of which $7,000 represents directors’ fees paid in 1973. 


COMMITMENTS: 


(a) Minimum annual rentals under long-term lease agreements in effect at December 31, 1973 for certain flight equipment 
including 9 aircraft are approximately $5,800,000 in each of the next five years, $4,800,000 in 1979, $4,400,000 in 1980, 
$2,000,000 in 1981, $1,100,000 in 1982, and $500,000 in 1983. 


(b) The company has the following commitments: 


(i) to acquire three Boeing 737 aircraft and related equipment for delivery in September, 1974, February, 1975 and 
March, 1975 at an estimated cost of U.S. $19,332,000. The company is negotiating long-term financing for these 
acquisitions. 


(ii) to lease a Boeing 727 aircraft for delivery in February, 1974 for a period of eleven and one-half years at an antic- 
ipated annual rental of $510,000 per year with an option exercisable on or after December 31, 1983 to acquire the 
aircraft for 20% of cost. 


(iii) to lease a hangar at Edmonton Industrial Airport for a period of 20 years at an anticipated annual rental of $150,000 
per year. 


(iv) for Federal sales tax on aircraft and engines imported during 1973 in the amount of $692,000. Long-term financing 


has been arranged for the full amount. 


(c) With respect to employee pension plans, the company has an approximate liability at December 31, 1973, of $1,121,000 
for past service benefits. This amount is payable at the rate of approximately $8,400 a month to December, 1986 and 
thereafter $7,500 a month to December, 1991. The company is charging this amount to operations as it is paid. 


(d) As part of an agreement for the management of its trucking division, the company in January, 1973 granted an exclu- 
sive option exercisable on May 31, 1974 to purchase a 50% equity in its trucking division at a price to be determined 


in accordance with the agreement. 


9. CONTINGENCIES: 


(a) An action has been brought by an individual against the company for $526,425, being $500,000 general damages for 
repudiation of contract and $26,425 special damages. Counsel for the company is of the opinion that the ultimate 
liability, if any, will not be significant and plans to apply to have this action dismissed for want of prosecution. 


(b) Judgment has been rendered against the company in a test action brought by three company stewardesses claiming 
overtime and holiday pay. As negotiations are still being conducted with respect to the amounts to be paid to the plain- 
tiffs, counsel for the company and management of the company are unable to determine the ultimate liability. No 
provision for this liability has been recorded by the company. 


(c) A similar action brought by company pilots claiming overtime and holiday pay is awaiting the outcome of the action 
taken by the company stewardesses. Counsel for the company and management of the company are unable to deter- 
mine the ultimate liability and, as such, no liability has been recorded by the company. 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet of 
Pacific Western Airlines Ltd. and its subsidiary companies 
as of December 31, 1973 and the consolidated statements of 
earnings, retained earnings and source and application of 
funds for the year then ended. Our examination included a 
general review of the accounting procedures and such tests 
of accounting records and other supporting evidence as we 
considered necessary in the circumstances. 


Vancouver, British Columbia 
January 31, 1974 


i) 


In our opinion, these consolidated financial statements 
present fairly the financial position of the companies at 
December 31, 1973 and the results of their operations and 
the source and application of their funds for the year then 
ended, in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 


PEAT, MARWICK, MITCHELL & CO. 


Chartered Accountants 


PACIFIC LWESTEAR?/ Ainvines LTD. and Subsidiary Companies 


10 Year Summary 


(all figures in thousands) 


FINANCIAL STATISTICS 
1973 


Mainline revenue $47,144 


Contract and charter revenue 
Hercules — cargo 8,928 
International — charter 8,310 


Multi-engine aircraft (excluding 
International and Hercules) 4,186 


Single-engine aircraft 


Trucking operations 4,273 


Total revenue $72,841 


1972 1971 


1970 


1969 


1968 


1967 


$36,256 $30,185 $23,496 $17,978 $11,082 $10,308 


7,974 7,742 
5,487 4,741 


S612 Beste 


4,291 2,945 


7,019 
7,962 


2,065 


2,847 


5,097 
5,463 


2,337 


2,500 


$57,520 $48,299 


$43,389 


$33,875 


1,823 
3,747 


Og) 
47 


$17,618 


1,425 
1,548 


ROOT 
556 


$14,934 


1966 
$ 8,583 


$12,199 


1965 1964 
$ 7,133 $ 5,563 
1,870 


827 
1,675 


$11,505 


Funds provided by operations 8,221 
Depreciation and amortization 3,967 
Equipment purchased 15,029 


Income taxes 
Current 
Future years (Note 1) 
Gain (loss) on disposal of equipment 


(after provision for future years 
income taxes) (Note 2) 9 


Net earnings (loss) 1,992 
Reduction of long-term debt 7,145 


Dividends 
Preferred shares 249 
Common shares 696 


OPERATING STATISTICS 


Mainline 
Passengers carried 1,625 
Cargo carried (lbs.) 35,395 
Passenger miles flown 400,417 
Ton miles flown 49,887 
Aircraft miles flown 9,272 


Contract and charter 
Hercules aircraft miles flown 2,042 
International charter 
miles flown 2,514 
Other multi-engine aircraft 
miles flown 1,098 


6,903 5,503 
S59 2/2 
WASABI 


IIs los 
Svs Zilles 
305,086 256,452 
40,288 31,971 
7,858 6,922 


2,02 le,000 
1,814 1,530 


998 940 


3,075 
3,087 
2,822 


(162) 


(69) 
(232) 
2,861 


64 


789 
18,732 
209,007 
26,455 
6,065 


i) SEZ 
2,603 


851 


2,435 
2,058 
13,650 


194 


440 
584 
3,821 


64 


627 
WSS 
168,068 
21,834 
5,501 


1,288 
1,750 


908 


2,054 
1,389 
1,701 


110 
311 
1,889 


64 


371 
11,408 
95,426 
13,097 

3,191 


578 
Ugly 


484 


2,184 
1,336 
6,949 


364 
12,158 
S22909 
12,939 

3,732 


563 
670 


544 


1,606 
480 
6,016 


(57) 
500 


302 
10,582 
USSU 
11,035 

3,217 


1,041 
395 
1,454 


310 
119 


Note 1: In order to present a proper comparison of earnings, the presentation of earnings for 1964 to 1967 has been amended 
to reflect the amount of future years income taxes applicable to each year. 


Note 2: Gain (loss) on disposal of fixed assets before provision for future years income taxes in 1973, 1972 and 1971 was 
included in ‘Other Income”’ in the 1973, 1972 and 1971 Statements of Earnings. However, to be consistent with our ten 
year summary the gain or loss on disposal has been reclassified for 1973, 1972 and 1971. 
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